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AUDITED FINANCIAL STATEMENTS IN THE FEDERAL GOVERNMENT: 
INTENTIONS, OUTCOMES AND ON-GOING CHALLENGES FOR 
MANAGEMENT AND POLICY-MAKING 
Douglas A. Brook* 
ABSTRACT.  The Chief Financial Officers Act of 1990 (and the subsequent 
Government Management Reform Act of 1994) mandated federal agencies 
to prepare corporate-style annual financial statements and subject them to 
independent audit.  Over a decade later, it is reasonable to ask what the 
consequences of CFO Act financial statements have been. Accrual 
accounting produces auditable financial statements that establish 
accountability, contribute to the credibility of financial information, and 
identify long-term financial issues; but financial statements are not linked to 
the processes for resource-allocation decisions, nor do they produce 
information needed by managers. Some of these shortcomings are 
explained by contextual and sectoral differences. 
INTRODUCTION 
Perhaps the most challenging and most promising provision of 
The Chief Financial Officers Act of 1990 (CFO Act) was to “provide for 
the production of complete, reliable, timely, and consistent financial 
information for use by the executive branch of the Government and 
the Congress in the financing, management, and evaluation of 
Federal programs” (CFO Act, 1990, section 102b). The centerpiece of 
this financial information is the mandate in the CFO Act (and the 
subsequent Government Management Reform Act of 1994) for 
federal agencies to prepare corporate-style annual financial 
statements and subject them to independent audit. 
----------------------------- 
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Much of this effort has been based on private-sector 
management models and the principles of the New Public 
Management movement. “New public management (NPM) assumes 
that using business management techniques will lead to more 
efficiency and effectiveness in public administration” (Flury & 
Schedler, 2006, p. 229). Or, as Steinberg (1996, p. 55) asserted, 
“eight years ago the accounting profession sounded a clarion: The 
federal government was not following the accounting, auditing and 
financial reporting practices it required of the business community.”  
The drive for audited financial statements has been accompanied 
by other legislation (i.e., Government Performance and Results Act,
Federal Financial Managers Integrity Act), which have combined to 
drive federal agencies to report financial information, develop and 
report performance data, and to improve financial management 
systems. Together, these requirements have focused heavily on 
producing financial information that will contribute to better 
management. “The production of agency-wide financial statements 
and a consolidated government-wide financial statement for the 
executive branch were intended to strengthen accountability and to 
provide the information needed for effective management” 
(Answers.com, 2007, p. 1). One of three purposes stated in the CFO 
Act is to “Provide for the production of complete, reliable, timely, and 
consistent financial information for use by the executive branch of the 
Government and the Congress in the financing, management, and 
evaluation of Federal programs” (CFO Act, 1990, Sec. 102{a} 6).  
Yet, questions remain regarding the assumptions about the 
production and use of private-sector-style financial statements in the 
federal government, what the results have been from the drive to 
produce audited financial statements, and, ultimately, what the 
impact has been on public policy decision-making and agency 
management. Now, after over a decade of working to produce 
audited financial statements, researchers in the field can examine 
these questions with data and information from both observers and 
participants.
The objective of this paper is to examine the value and use of 
audited financial statements in the federal government. The 
examination is divided into three parts. The first part includes a 
review of the original purposes of federal financial reporting and its 
current status.  Emphasis was placed on reviewing the progress of 
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federal agencies in producing audited financial statements and in 
achieving unqualified audit opinions; assessing the outcomes and 
value derived from producing auditable financial statements; 
identifing problems and shortcomings; and discussing theoretical and 
contextual issues that may affect the long-term use of agency 
financial statements for management and policy-making. The review 
was based on an examination of a considerable body of government 
reports—such as those produced by the Government Accountability 
Office (GAO)—and scholarly literature to determine what those who 
have analyzed and studied the progress of federal financial reporting 
have said.
The second part of the study reviews what federal financial 
managers themselves have said about federal financial statements 
as reported in various surveys of federal financial managers. These 
sources provided a range of expert opinions from which major themes 
could be derived.
The final part of the study was aimed at determining what the 
agencies were self-reporting about the value and use of audited 
financial statements.  This part of the examination was based on an 
analysis of performance and accountability reports of the 24 major 
agencies for the fiscal years 2006 and 2007. 
The resulting paper is thus based on a compilation of views, 
opinions, conclusions and analyses by those most closely involved 
with federal financial reporting and offers a more complete portrait of 
the matter than that offered by any of the more narrowly focused 
individual reports and studies. 
PURPOSES AND OBJECTIVES OF FEDERAL FINANCIAL REPORTING 
What are the purposes of financial reporting in the federal 
government? The GAO (2005b) described the situation prior to the 
CFO Act, “The financial management environment was in such 
disarray that not only were audited annual financial statements not 
required, most in the federal financial management community did 
not even see the value of annual financial reporting” (p. 2).  Most 
commonly, the first purposes of governmental accounting and 
reporting have to do with issues of public accountability and 
stewardship. Secondarily, accounting and reporting is seen as 
supporting policy decision-making and agency management. Chan 
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(2003, p. 14), for instance, has offered three purposes of government 
accounting: 
- Basic purpose: Safeguard the public treasury; 
- Intermediate purpose: Facilitate sound financial management; 
and
- Advanced purpose: Help government discharge its public 
accountability.  
The Federal Accounting Standards Advisory Board (FASAB) (1996) 
identified four broad objectives for federal financial reporting: 
- Budget Integrity. Fulfilling the government’s duty to be publicly 
accountable for monies raised through taxes and other means 
and for their expenditure in accordance with appropriations laws. 
- Operating Performance. Assisting in evaluating the service efforts, 
costs and accomplishments of the reporting entity. 
- Stewardship. Assessing the impact on the nation of the 
government’s operations and investments and how the 
government and the nation’s financial condition have changed or 
may change in the future. 
- Systems and Controls. Understanding whether financial 
management systems and internal accounting and administrative 
controls are adequate.  
The aspirations associated with the CFO Act were ambitious and 
went beyond considerations of accountability and stewardship to 
address questions of improving agency management and 
performance. The OMB (1993) stated that accountability and 
decision usefulness comprise the two fundamental values of 
governmental accounting and financial reporting. Moreover, the 
common goal of the CFO Act and the Government Management 
Reform Act was “to create reliable, relevant financial and 
performance information for sound management decisions about 
programs, budgets and fiscal stewardship, all of which should lead to 
higher performance” (Amos, Paolillo, & Joseph, 1997, p. 28). The GAO 
(1991, p. 14) asserted, “Several of the CFO Act’s requirements aim to 
improve the financial information available to agency managers, the 
Congress and others.” This includes “accounting and financial 
systems which report cost information, ... integration of accounting 
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and budget information, ... and the systematic measurement of 
performance.” 
New requirements for federal financial reporting were intended to 
serve multiple purposes—beginning perhaps with considerations of 
accountability and stewardship, but also expanding to include 
improved financial management capability, enhanced decision-
making and agency management, and ultimately better government 
performance. 
CURRENT STATUS OF FEDERAL FINANCIAL REPORTING 
Federal financial statements began with a pilot project under the 
CFO Act that required ten agencies to produce financial statements 
and subject them to audit. The requirement was extended to all major 
federal agencies in the Government Management Reform Act of 
1994; in addition, this act called for a consolidated report for the 
entire federal government. All agencies were first required to issue 
audited financial statements for fiscal year 1996.  The FY 1996 audit 
reports for the 24 affected agencies included 6 unqualified opinions, 
7 qualified opinions, and 11 disclaimers (GAO, 2000). Since then, 
agencies have made progress in producing financial statements and 
achieving unqualified (“clean”) audit opinions. Agencies’ audit 
opinions have been seen to improve at a steady rate, and generally to 
sustain clean opinions once achieved (Lind, 2005). By 2004, only 
four agencies had disclaimers, and one had a qualified audit opinion 
(GAO, 2005a). In the most recent Federal Financial Management 
Report, the OMB (2007) reported the following results: 
- 19 major agencies, representing more than 75% of all Federal 
outlays, achieved a clean audit opinion 
- Audit-reported material weaknesses dropped by 15%—from 48 
reported in 2005 to 41 the 2006 
- Every major federal agency issued its audited financial 
statements within 45 days of closing, compared to taking up to 
five months after closing prior to 2001. 
The consolidated report of the federal government has received 
consistent disclaimers, owing to the materiality of the agencies 
(primarily the Department of Defense) that continue to receive 
disclaimers from their auditors. The GAO (2007) identified three 
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major obstacles to achieving an audit opinion other than a disclaimer 
on the consolidated financial statement: serious financial 
management problems at the Department of Defense (DoD), inability 
to account for and reconcile intra-governmental activity, and an 
ineffective process for preparing the consolidated financial 
statements. 
Moreover, as attention to financial reporting and performance 
management has increased with the current administration, the OMB 
(2007) recognizes financial reporting as part of a set of initiatives 
comprising the financial management segment of the President’s 
Management Agenda (PMA). Financial reporting is portrayed as one 
of six “core activities” (p. 5) and the consolidated U.S. financial report 
as one of seven “reform activities” (p. 8) supporting the PMA.
Further, the OMB has established a rating system to measure and 
score performance on elements of the President’s Management 
Agenda.  Using a red-yellow-green stoplight scoring, an agency must 
achieve an unqualified audit opinion, have no repeat material 
weaknesses, and report in the financial statements that financial 
systems are in compliance with the Federal Financial Management 
Improvement Act (FFMIA) to reach a yellow rating. To achieve a green 
rating, agencies must meet all yellow standards, plus produce 
accurate and timely financial information that is used by 
management and be expanding the use of routine data to inform 
management decision-making (OMB, 2007, p. 45). Finally, the OMB 
has also required financial statements to be included in integrated 
annual agency performance and accountability reports.   
All agencies have thus proven able to prepare financial 
statements and subject them to audit; most agencies are achieving 
and sustaining clean audit opinions, and financial statements are 
now linked to broader reporting and performance-management 
considerations. 
EVALUATIONS OF FINANCIAL STATEMENTS IN THE FEDERAL GOVERNMENT
Are federal financial statements being used, and are they useful? 
Early in the history of The CFO Act, Jones and McCaffery (1993) 
asserted, “notwithstanding the experience of a few agencies with 
audited financial statements, their practical utility has not yet been 
proven” (p. 71). Considering the goals and objectives discussed 
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above, we can examine evaluations of the results along four broad 
dimensions: accountability and stewardship, improved financial 
management, enhanced decision-making and agency management, 
and better agency performance. The relative importance assigned to 
each dimension may, of course, vary from one observer or participant 
to the next. 
Accountability and Stewardship 
Accountability, the idea that government is publicly answerable 
for the use of resources that it receives from its citizens, is the central 
purpose of government financial reporting. Chan (2003, p. 13) 
asserts, “only democratic governments are mandated to open their 
books—directly to auditors and indirectly to the public through 
financial reports.” The OMB (1993) concurs, saying “a democratic 
government should be accountable for its integrity, performance, and 
stewardship” (para. 70-71). Specifically, the OMB (1993) identifies 
five levels of public accountability: policy accountability, program 
accountability, performance accountability, process accountability, 
and legal accountability (para. 73). The Government Accounting 
Standards Board (GASB) (2006, p. 2) considers “public accountability 
to be the cornerstone on which all other financial reporting objectives 
should be built.” 
Audited financial statements facilitate this accountability because 
“citizens typically have limited time and ability to analyze reports 
about their government; they want and rely on assurances that the 
government is functioning economically, efficiently, and effectively” 
(OMB, 1993, para. 77). In one measure of accountability, 
respondents in a survey of federal financial managers by the 
Association of Government Accountants (AGA, 2005, p. 6) said “users 
of their financial data […] value the creditability [sic] that clean or 
unqualified financial statement auditor opinions add to the 
information.” An AGA (2006a) study found the highest priority of 
agency performance and accountability reports to be accountability to 
the taxpayers. 
Stewardship refers to the care with which resources are 
managed.  “One widely accepted and enduring objective of financial 
reporting has been to provide information which enables external 
decision makers to assess both the organisation and the stewardship 
function of management” (Pilcher & Dean, 2007, p. 9). One important 
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measure of stewardship addressed by financial statements is the 
question of the relationship between current policy decisions and 
future financial commitments. Chan (2003, p. 17) agrees with this 
assessment: 
When a government’s budget is expressed on the cash basis, the 
accrual bases of accounting add value to a government’s 
financial disclosure. They provide more reliable measures of a 
government’s solvency position over a longer time horizon, and 
force the disclosure of the amounts of unfunded liabilities .... 
Accrual accounting could therefore trigger debates on 
intergenerational equity.  
Government financial management tends toward short-term 
decision-making—by executing annual appropriations and annual 
budgets, for instance. Accrual accounting moves beyond this short-
term focus to expose a longer-term financial perspective, particularly 
concerning long-term liabilities such as accrued pension obligations 
or the long-term impact of entitlement programs. 
Financial reports may also serve the stewardship function by 
identifying some future costs, but the GAO (2007, p. 24) observed:  
The current financial reporting model does not clearly, 
comprehensively and transparently show the wide range of 
responsibilities, programs and activities that may either obligate 
the federal government to future spending or create an 
expectation for such spending.  Thus it provides a potentially 
unrealistic and misleading picture of the federal government’s 
overall performance, financial condition, and future fiscal outlook.  
Improving Financial Management 
The requirement for, and the processes involved in producing 
audited financial statements have been expected to improve financial 
management. Former Comptroller General Charles Bowsher testified 
that financial statements would assure that accounting systems, 
transactions, financial statements and financial reports are properly 
linked (Jones & McCaffery, 1992). In the view of most observers and 
participants, this is the area in which the most successful outcomes 
from CFO Act financial statements can be found. 
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The GAO (2002) surveyed 26 federal agencies—12 of which had 
had financial statements audits, and 14 of which had not had 
financial statements audited. The 12 with audit experience reported 
substantial benefits, including enhanced accountability, identification 
of inefficiencies and weaknesses, improved internal control, 
enhanced public perceptions, the ability to meet statutory 
requirements, and the ability to monitor assets and liabilities. The 
remaining 14 reported that they would anticipate benefits from the 
audits but to a much lesser extent. Both saw some (but relatively 
fewer) benefits in areas such as improved reliability of financial 
management information, the ability to monitor budget status, 
improved financial management systems, identification of costs and 
savings, and assistance with external or grant funding. These results 
were self-reported, and this GAO study did not seek to corroborate the 
findings. Nevertheless, the GAO (2002, p. 1) concluded, “The 
preparation and audit of financial statements increases 
accountability and transparency and are an important tool in the 
development of reliable, timely, and useful financial information for 
day-to-day management and oversight.  Preparing audited financial 
statements also leads to improvements in internal control and 
financial management systems.” 
Financial executives in an AGA (2007) survey reported that by 
requiring audited financial statements, decision-makers brought 
much needed discipline to the federal financial management scene. 
The AGA (2006b) research indicated, “There is value in preparing 
financial statements for audit in accordance with GAAP. The process 
of closing books, reconciling accounts, tracking assets, valuing 
inventories and receivables, recognizing long-term liabilities ... brings 
a discipline that enables a more effective use of resources and a 
higher level of accountability” (p. 18).  And the GAO (2005b) views 
financial statements as an essential part of a federal financial 
management reform framework that supports three key success 
factors: integrated systems, effective internal control and reliable 
financial and performance data reporting—leading toward the end 
goal of accountability and useful management information. 
Notwithstanding the improvements in financial systems and the 
quality of financial information, important financial management 
issues remain to be addressed. “The federal government continued 
to have inadequate systems, controls, and procedures to ensure that 
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the consolidated financial statements are consistent with the 
underlying audited agency financial statements, balanced, and in 
conformity with U.S. generally accepted accounting principles (GAAP)” 
(GAO, 2007, p. 30). IBM (2005, p. 1) has argued that most agencies 
have advanced to only the beginning stages of financial management 
capabilities and “while some have implemented aspects of a mature 
or even advanced system in some areas, most have not.”  
Overall, the need to produce a financial statement and achieve a 
clean audit opinion has become a proxy for good financial 
management. A survey by the Association of Government 
Accountants asked federal financial executives how they gauge the 
performance of their financial function. Among the top four measures 
was the result of financial statement audits (AGA, 2005). Yet, the 
legitimacy of this proxy is open to question. “[A]chieving an 
unqualified opinion is a double-edged sword: On one hand, it 
evidences a maturation of the accounting processes […]. But its 
visibility and symbolism may also provide a false sense that the 
financial house is in order, when only the foundation has been laid” 
(Candreva, 2004, p. 11). 
Enhanced Decision-making and Agency Management 
Financial information associated with audited financial 
statements was intended to serve the purpose of helping managers 
and policy-makers manage better and make better decisions. These 
users of financial information could range from agency managers to 
agency senior leaders to Congress. The conclusions here from 
financial managers and observers are that this goal has not been 
substantially achieved.  
With regard to Congress, expectations were modest, and some 
questioned whether Congress would utilize data in financial 
statements in resource-allocation decision-making. Jones and 
McCaffery (1993) observed “significant improvements in decision 
making are not insured merely as a result of having better data ... 
there is no guarantee that traditional criteria for prioritizing spending 
decisions will not continue to prevail in the executive branch and in 
Congress” (p. 75). Jones (1993) opined, “To use financial statement 
data effectively, trend data from multiple years is needed ... Even if 
the CFO Act succeeds in the development of financial data over a 
five-year period, holding the attention of executive branch and 
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congressional leadership for this period of time ... will be very 
difficult” (Jones, 1993, p. 90). Later, Jones and McCaffery (1997, p. 
39) found that “chairs and members of appropriations committees 
still are not particularly interested in having financial statements to 
help them make budget decisions, nor are they knowledgeable about 
the implications of the CFO Act.”
Policy decisions and resource-allocation decisions are essentially 
political in nature and, thus, may not depend on financial information.  
Hodsell (1992) observed that non-budgetary financial information is 
important for both management and policy-making, but admits, “[t]he 
political system is not interested, as such, in accounting, financial 
management and internal controls” (p. 72). 
The AGA (2007) reports that, on a scale of 1 to 7, financial 
executives gave the value of data in federal financial statements to 
making business and program decisions a score of 2.7 (p. 12). One 
interviewee said, “[f]inancial statements are only important to the 
CFO and do not register high [with] the agency administrator or 
Congress ... Financial statements ... are ... not used to manage 
programs or make key decisions” (p. 12). 
Nevertheless, the drive to make financial information useful for 
management and decision-making continues. The OMB accelerated 
the due date for audited financial statements “to ensure that 
financial and performance information is available to the President 
and the Executive Branch during the budget formulation timeframe” 
(OMB, 2002, p. 2). OMB Comptroller Linda Combs testified that the 
CFO Council and the President’s Council on Integrity and Efficiency 
“will work together with the larger financial community and the 
Congress to determine if we are sharing the right information with the 
Government’s stakeholders, if the data are timely and in the right 
format for decision making” (Combs, 2007, p. 5). The GAO (2007, p. 
26) has also called for CFO Act agencies to “produce quarterly 
financial statements and other meaning financial and performance 
data to help guide decision makers on a day-to-day basis.” 
Efforts are being made to further refine the quality and timeliness 
of financial information. However, there remains a question about 
whether accrual information is available at the program level or is 
related to the kinds of decisions non-financial managers make. Thus, 
the uses and usefulness of improved financial information for non-
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financial managers in the federal government seem to be somewhat 
limited.
Better Agency Performance 
The ultimate goal of both audited financial statements and the 
associated timely and reliable financial information is to improve 
government performance. Agencies are now required to report both 
financial and performance data annually in Performance and 
Accountability Reports (PAR). One way in which to assess the 
connection of financial information to performance reporting is to 
look at the PARs of the 24 major reporting agencies.  
A review of the management discussion, message of the agency 
head, and message from the CFO in the most recent (FY 2006 and 
2007) performance and accountability reports reveals predictable 
recurring themes concerning financial management issues: 
accountability and stewardship, governance, future plans for 
improvement, improved systems, compliance, and PMA scores. 
Examples from selected reports include the following: 
Accountability and Stewardship
The CFO letter in the Department of Labor report (DOL, 2006, p. 
150) states:  
In the government, our stakeholders are the American people, 
which makes it even more important that we ensure the 
soundest financial management possible to ensure that their 
taxpayer dollars are used for their intended purposes in the 
most efficient and effective manner. The public's trust is 
imperative to the success of our efforts and one of the 
principal reasons we have renewed our commitment to 
effective internal control, transparency, and accountability at 
every level of the organization.   
Similarly, the Department of Interior reports “[detail] program 
leadership and stewardship of the resources and public funds 
entrusted to us” (2007, p. 165). 
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Governance 
The Department of Agriculture (USDA, 2006, p. 5) “created a 
Senior Management Control Council to oversee and administer the 
department’s assessment of internal controls for [their] programs, 
financial systems and financial reporting,” and the Department of 
Homeland Security has issued its Internal Controls Over Financial 
Reporting Playbook (DHS 2007).  
Plans for Improvement 
These plans include the Financial Improvement and Audit 
Readiness Plan in the Department of Defense (DoD, 2007) to achieve 
audit readiness of component entities over a number of years. 
Systems Improvements 
Such improvements are claimed or anticipated by many agencies. 
The Environmental Protection Agency (EPA 2007), for instance, 
reports, “Once implemented, our financial system will improve the 
timeliness and use of financial data to manage the costs of our 
programs and ensure that we spend taxpayers dollars wisely and 
efficiently” ( p. viii.) The Department of Commerce (DOC, 2007, p. 
172) reported, “We finalized the selection of a location in which to 
consolidate our financial management servers (hardware and 
software), implemented the first phases of the migration of the 
Commerce Business System to Web-based technology, and 
completed implementation of the Web-based version of the 
Department’s corporate data base.” 
Compliance 
Compliance with the requirements of FFMIA, OMB regulations and 
ratings on the PMA scorecard are included in many of the PAR 
reports. The Department of Commerce (DOC, 2007, p.172) reports:  
In FY 2006, the Department of Commerce maintained a green 
status rating on the Financial Performance Scorecard, and 
achieved green status on the Budget and Performance 
Integration Scorecard of the President’s Management Agenda 
[…]. During the fiscal year we also strengthened the 
Department’s internal controls program, successfully 
implementing the requirements of OMB Circular A-123. 
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During the fiscal year we also strengthened the Department’s 
internal controls program, successfully implementing the 
requirements of OMB Circular A-123. 
Fewer agencies report links to resource-management decisions; 
those that do discuss linking financial information to performance 
management or to management decision-making tend to discuss 
these issues in prospective or general terms. Examples given below 
are excerpts from agency performance and accountability reports: 
- Department of Commerce: “To ensure that taxpayers are 
receiving an appropriate return on investment, the 
Department must continue to assess the relationship 
between funds spent and performance outcomes. The 
establishment of quarterly monitoring by the Deputy Secretary 
has fostered greater accountability for delivering program 
performance, but the Department must continue to 
strengthen the link between budget and performance to 
ensure it is making effective use of public funds” (DOC, 2007, 
p. 172).
- Department of Education: “The Department consistently 
produces accurate and timely financial information that is 
used by management to inform decision making and drive 
results in key areas of operation” (Department of Education, 
2007, p. 17). 
- Department of Labor: “We seek a new paradigm where 
financial management practices will incorporate greater 
support and analysis to assist with key management 
decisions. As part of this effort, we are providing new training 
and professional development opportunities to help our 
financial professionals build upon their skill sets and 
capabilities while reemphasizing the importance of sound 
financial management at every level of the organization”  
(DOL, 2007 p. 151). 
- Department of Transportation: “DOT was recognized this year 
by the GAO as a government leader in cost accounting, which 
helps program managers analyze and manage their 
program’s costs accurately and timely. …Our financial 
management strategic planning / business transformation 
initiative will guide our continuing efforts to integrate program 
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and accounting data and to expand cost accounting 
throughout DOT” (DOT, 2007, p.10). 
- National Science Foundation:  “Sound financial management 
enables NASF to pursue the critical investments in science 
and engineering research and education […], focus on 
providing the highest business services to our customers, 
stakeholders, and staff […], [and provide] reliable and timely 
financial information to support sound management 
decisions” (National Science Foundation, p. II-1). 
The above review of evaluations of federal financial reporting 
under the CFO Act and the Government Management and Reform Act 
suggests, at best, a mixed record of accomplishment. Results for 
improved accountability are good, and significant progress has been 
made in improving financial management through improved financial 
information systems and more reliable and timely information. The 
results for the use of financial information in decision-making and 
management are less positive; indeed, the link to overall agency 
performance has not been conclusively established. An examination 
of theoretical or contextual issues suggests that these are not 
necessarily surprising results and that some of these contextual 
issues need to be considered in planning for further evolution of 
financial reporting in the federal government. 
EMERGING ISSUES 
In addition to the above evaluations of federal financial reporting, 
other issues have emerged as agencies experience the on-going 
requirement to produce annual financial statements and achieve 
clean audit opinions. Among them are costs vs. benefits, the 
perpetual burden of producing and improving financial reporting, and 
a perceived devaluation of the distinction of achieving a clean audit 
opinion.
Costs vs. Benefits 
A survey by the Association of Government Accountants (2007) 
reported that resources are not balanced between compliance, the 
added value to decision-making, and risk mitigation. Many survey 
respondents reported, “that the government pays too much for 
financial management compliance and receives too little in return” (p. 
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1). Financial managers surveyed by the AGA (2005) said, “auditors 
have become more proficient in digging out minor problems and the 
cost of fixing these problems may not be worth the resources 
required.  At issue today is whether the cost of becoming even more 
precise with financial data is worth the marginal benefit ... clean 
opinions on financial statements should result from financial 
processes that are as good as they need to be" (p. 8). However, in a 
GAO survey, half of the 12 audit-experienced agencies reported that 
the benefits outweighed the costs of the first audit, and nearly three-
quarters reported a favorable cost-benefit comparison for subsequent 
audits (GAO, 2002, p. 6). 
The OMB seems to recognize the cost-benefit issue. The OMB 
Comptroller has testified that the administration will be:  
placing special emphasis on the principle that our improvement 
activities must have a positive return on investment for the 
taxpayer. To this end, the CFO Council (CFOC) and the President’s 
Council on Integrity and Efficiency (PCIE) are currently joining 
forces to improve the cost-effectiveness of how we go about 
producing audited financial statements. The presentation of our 
financial data should be understandable and useful without 
becoming an excessive cost and drain on agency resources 
(Combs, 2007, p.5). 
Reporting Burden 
Financial managers surveyed by the Association of Government 
Accountants over a two-year period have voiced concerns about the 
priority and effort required to produce financial statements each year. 
“Survey participants are not very happy that clean opinions and 
controls are so high on their priority list.  These are the basics and 
many respondents rue that they spend so much time on them instead 
of the mission priorities of their agency” (AGA, 2007, p. 7). In 
addition, the AGA (2007, p. 10) found that seventeen years after the 
CFO Act “people seem to be slogging through the process” as 
compliance remains challenging, new requirements are added and 
time frames are shortened. The AGA (2007, p. 13) concludes, “the 
federal chief financial officer has, in many ways, become a chief 
compliance officer and financial managers are basically compliance 
managers” (emphasis on original). 
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The AGA (2006b) asked federal financial executives what should 
be stopped and what should be continued among current financial 
management-improvement initiations. With regard to financial 
statements, respondents said the government should stop 
“overemphasizing annual financial statements and their audits which 
consume resources that could be applied to analytical and other 
value-added work” (p. 6).  
The AGA (2006a) suggests reducing the financial information 
currently reported in the PAR. “Rather than the full financials and 
footnotes, agencies might develop a suite of financial highlights or 
reports using information in the audited financial statements. ... 
Agencies could tailor the information to convey useful information 
about the agency financial position and results” (p. 18). 
Perceptions about Audit Opinions 
As agencies have matured in producing financial statements and 
achieving repetitive clean audit opinions, some financial managers 
observe that this is no longer viewed as the major positive 
accomplishment it once was. “[J]ust striving for a clean opinion adds 
little or no value to programs or entity missions” (AGA 2005, p. 8).  
Respondents in an AGA (2005) survey of federal financial managers 
said “getting a clean opinion is now the expected outcome of an 
audit, so much so that getting a clean opinion has lost its value 
compared to other financial function performance indicators” (p. 6).  
Interestingly, this is probably as it should be. If the goal is to make 
accurate and timely financial information the standard for federal 
financial management, successive clean opinions should be a 
reasonable expectation.
FEDERAL FINANCIAL REPORTING IN A SECTORAL CONTEXT 
As the preceding discussion has shown, federal agencies have 
largely succeeded in the task of producing corporate-style financial 
statements; over time, most have been able to achieve and sustain 
clean audit opinions. Yet the value of the requirement to produce 
financial statements, the uses of financial information for 
management and decision-making, and the effect of financial 
reporting on agency performance remain, at best, unclear. Even the 
OMB seems now to recognize a less-than-dominant role for federal 
financial reporting.  “Financial reporting is not the only source of 
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information to support decision-making and accountability. Neither 
can financial reporting, by itself, ensure that the government operates 
as it should. Financial reporting can, however, make a useful 
contribution toward those objectives” (OMB, 1993, para. 107). So, 
seventeen years after passage of the CFO Act and over a decade 
since all agencies were required to produce audited financial 
statements, questions persist.  
One explanation for this can be found in the limitations of the use 
of private-sector models for financial accounting in a government 
context.  The arguments for the CFO Act and much of the rationale 
behind NPM rests on the notion that management is generic and that 
management practices can cross between the public and commercial 
sectors.
The idea that government can be run “like as business” has a 
persistent history in public administration. It is based on two 
seemingly simple assumptions: (1) public and private organizations 
are more similar than they are different; and (2) management is 
generic.  Sayre’s “law” that public and private management are 
“fundamentally alike in all unimportant respects” has framed much of 
this debate (Allison, 1986, p. 184). A significant body of early 
deductive literature argued that management in public and private 
organizations is the same (Wilson, 1887/1992; Taylor, 1929; Gulick, 
1937; Drucker, 1973). Others have not been so persuaded of 
contextual similarity; they caution that seemingly similar 
organizational labels can have different meanings in public and 
private organizations (Appleby, 1945; Allison, 1986). Some more 
recent observers see a blurring of the sectors (Bozeman 1987; 
Murray, 1975), while others still argue for organizational dissimilarity 
(Perry & Rainey, 1988) and see little support for a generic approach 
to management across sectors (Scott & Falcone, 1998). 
Management policies in the past few administrations, however, seem 
to have been persuaded by arguments of sectoral similarity (Gore, 
1993; Osborne & Gabler, 1993; Collins, 2005). 
With regard to financial statements, specifically, sectoral or 
contextual differences can be found in accounting theory, the 
identification of users of financial information, the unique role of the 
budget in government, and the requirements of managers. 
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Accounting Theory  
Accounting differs between the public and private sectors.  These 
contextual differences help explain why the production and use of 
financial information varies between the sectors and why a direct 
application of private-sector models to the public sector sometimes 
fall short of hopeful objectives. The Federal Accounting Standards 
Advisory Board (FASAB) noted three characteristics of accounting 
theory that separate business entities from governmental 
organizations: receipt of resources from providers who expect neither 
proportionate repayment or economic benefits, operating purposes 
other than providing goods and services at a profit, and absence of 
defined ownership interest (Wilson, Kattelus, &  Reck, 2007, p. 3). 
Chan (2003) argues the uniqueness of government accounting where 
concerns arise that do not normally appear in the private-sector 
economy. “Accounting information can be used to monitor and 
enforce the terms of economic, social and political contracts. When a 
government engages in market transactions ... it is subject to 
economic accountability. When it levies taxes ... it incurs political 
accountability .... Fiscal transparency is therefore an attribute of 
limited government, for to give out information is to cede authority” 
(Chan, 2003, p. 13). 
The Government Accounting Standards Board (GASB) (2006) 
similarly identifies certain contextual differences in organizational 
purpose, sources of revenue (particularly regarding exchange 
transactions and inter-period equity issues), potential for longevity, 
relationship with stakeholders, and the role of the budget. 
The GASB (2006, p. 3) further identifies differences in accounting 
standards in governmental and business financial reporting: 
- Measurement and recognition of certain types of revenue (e.g., 
taxes and grants), 
- Use of capital assets to provide services rather than contribute to 
future cash flow, 
- Use of fund accounting and budgetary reports to meet 
accountability needs, 
- Use of accountability principles rather than equity control to 
define reporting entities, and 
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- Treatment of pensions and other post-employment benefits to 
allocate costs of services. 
There are also major differences concerning such issues as the 
financial reporting model and definition of reporting entity (GASB, 
2006). However, the GASB (2006) also argues that the intent of CFO
Act reporting was not entirely a direct transfer from one sector to the 
other. “The idea was not that governments and business enterprises 
should report using the same set of accounting standards or that a 
single standard setter should be responsible for both types of 
organizations.  Rather [... to] bring the benefits of accrual 
accounting—full cost of service information and consolidated financial 
statements to government” (p. 30). 
Even the accounting equation is different. The standard 
accounting equation for business entities is the following:  
Assets = Liabilities + Shareholder Equity.  
For the federal government this equation is changed to read this way:  
Assets = Liabilities + Net Position. 
Shareholder equity is replaced with net position. The SEC 
explains, “Shareholder’s equity is the amount owners invested in the 
company’s stock plus or minus the company’s earnings or losses 
since inception” (SEC, 2007, p. 2). Net position is unexpended 
appropriations plus cumulative results of operations since inception 
(Wilson et al., 2007, p. 560).  Net position, then, can be thought of as 
a combination of capitalized assets and transient assets (including 
unliquidated obligations).  The consequential meaning of net position 
is difficult to grasp. What, for instance, would year-to-year changes in 
net position tell us about the government enterprise? “The absence 
of ownership makes it problematic to apply the accounting equation 
... to the public sector” (Chan, 2003, p. 15). 
In any case, production of agency financial statements involved a 
significant alteration to accounting methods. Jones and McCaffery  
(1992, p. 81) clarify the potential benefits of such a change:  
The federal government employs a cash basis budgeting and 
accounting system to measure spending. It was argued that 
instituting GAAP [Generally Accepted Accounting Principles] rules 
would move the process toward capital budgeting and accrual 
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accounting. ... The advantage advocated in congressional 
hearings from using GAAP was that decision makers would be 
given a more complete and accurate picture of government 
finance than they currently receive from the cash basis snapshot.  
Management 
At the time of enactment of the CFO Act, federal financial 
statements were viewed as sources of valuable information for 
management and decision-making. They still are today. However, 
there appears to be little evidence that financial statements are 
serving the needs of managers. It is possible that this problem is 
derived from a misperception about the types of accounting in 
government and the usefulness of each for managers. Candreva 
(2004) identifies three types of accounting in the federal government 
and shows they do not have exact parallels in the private sector. 
- Financial Accounting: Performed in accordance with generally 
accepted accounting principles to ensure comparability across 
entities and over time. …The focus is on the accurate and reliable 
capturing, recording, categorizing, and presenting of historical 
events. The intended audience is outsiders: For a corporation, the 
outsiders are those in the capital markets (potential lenders and 
investors); for a government agency, the outsiders are those with 
a financial interest (legislators and taxpayers).  
- Managerial Accounting: The focus is on internal management 
decisions about the organization’s mission and scope of 
operations, so management decides what to count and the basis 
for accounting … the audience is internal.
- Budgetary Accounting: Most familiar in government. The process 
of budgeting, justifying, and accounting for appropriations … the 
audience is both internal and external.  
Financial managers and operating executives view the 
requirements for financial information differently. The AGA (2005) 
reports a difference between financial managers and other agency 
executives on what customers want from the financial community. 
“Financial executives tend to think of data, compliance, transactions 
and financial reporting. However, executive customers of financial 
functions give higher priority to more sophisticated support in areas 
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such as cost/benefit analysis and other analysis involving finance, 
planning and advocacy with OMB and the Congress” (p. 1).  
The top customer needs as seen by financial executives were: 
- Timely, accurate, reliable and useful data, 
- Advice and assistance in meeting requirements, measuring 
performance, and 
- Timely, high quality transactions. 
However, the top needs identified by the executive customers were: 
- Analytical and planning capability, 
- Advocacy for the budget,  
- Financial systems that reduce labor and add value, and 
- Timely, high-quality transactions (AGA, 2005, p. 9). 
Thus, financial management is not the same as using financial 
information to manage. The use of financial information to manage 
requires different types of information. Stewardship and 
accountability can be served by financial accounting—but the ability to 
make decisions, choices and to know costs and benefits requires 
managerial accounting.  
This is true in both the public and private sectors.  “Corporations 
that care about the long term do not manage through their financial 
accounting […]. Instead, the typical corporation will make strategic 
decisions about its future using managerial accounting data” 
(Candreva, 2004, p. 9). But there are also contextual differences to 
be recognized. The AGA (2006b) observes “even in the private sector, 
the traditional suite of audited financial statements were of very 
limited value to users; in the federal government, where the cash-
oriented budget dominates, the value of accrual-based financials is 
arguably of less value” (p. 10). “The public expects companies to be 
well-run and to have a clean audit opinion with no material 
weaknesses at a minimum .... In fact, companies may not even get 
capital without consistently clean opinions. Such a driver does not 
exist in the federal government. Regardless of an agency’s inability to 
be held fiscally accountable, it will continue to receive OMB and 
congressional support and appropriations” (AGA, 2006b, p. 19). 
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Users 
The users of financial information in the public sector differ from 
those in the private sector, and the purposes to which financial 
information is put differs as well. The OMB (1993) identified the four 
major users of federal financial reports: citizens, Congress, executives 
and program managers (para. 75). The GASB (2006) identified 
citizens and their elected representatives—such as legislatures, other 
oversight organizations, and creditors—as the primary beneficiaries of 
the information in governmental financial reports (p. 5). The GASB 
conceptual framework “places priority on the informational needs of 
citizens and elected representatives, two constituencies not identified 
as users of business enterprise financial statements by the FASB” (p. 
2). The FASAB, in slightly different words, viewed the audiences for 
the consolidated federal financial report as citizens, citizen 
intermediaries, Congress, federal executives, and program managers 
(Wilson et al., 2007, p. 475). Not all of these users view financial 
information in the same way. For instance, “it is impossible to 
implement cost and performance accounting in public administration 
as an instrument purely for internal management. Politicians and 
managers place different expectations on cost and performance 
accounting” (Flury & Schedler, 2006, p. 233). Also, the information 
needs of managers and external users may differ.  “Often external 
reports are prepared on a just-in-time basis and are not used for 
internal decision making” (Pilcher & Dean, p. 16). Perhaps some of 
these theoretical users make no use of financial information. An AGA 
(2005, p. 18) survey reported that some interviewees “pointed out 
that customers simply do not value, much less read, the information 
in financial statements.” 
IBM (2005) sees the users of financial information as senior 
leadership, program managers, financial managers and analysts, and 
claimed financial information is used for stronger budget formulation 
and justification, improved cost management, enhanced compliance, 
meeting PMA criteria and more transparent fee-setting.  The GASB 
(2006, p. 1) recognized, “The needs of users of financial reports of 
government and business enterprises differ.”. Businesses receive 
revenues from a voluntary exchange between willing buyers and 
sellers; governments obtain resources from involuntary tax payments. 
“Government accounting and financial reporting standards aim to 
address the need for public accountability.”  Government has 
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longevity—little or no threat of liquidation, no equity owners, the 
power to tax.  “Consequently, information on fair value of capital 
assets is of limited value, and measures of net income and earnings 
per share have no meaning to users of governmental financial 
reports” (p. 2). Instead, users of government financial reports are 
interested in the stewardship of public resources, where resources 
are spent, the costs of services and programs, and the compliance of 
those programs with laws and financial guidelines. “Creditors of both 
are interested in the ability to repay debt, but government creditors 
are focused on the ability to raise taxes and the competing demands 
for resources rather than on how earnings are generated” (p. 2). 
Ultimately, an AGA (2007, p. 10) survey found that “many 
financial professionals do not think the types of financial statements 
used by the private sector and required by the CFO Act are right for 
the federal government.” 
Relationship to Budgeting 
Perhaps the most important financial activity in the federal 
government is the annual budget process, in which agencies and 
Congress make resource-allocation decisions.  
Financial reporting and budgetary accounting operate in different 
domains. “Federal agency accounting is based on a dual track 
system, one track being a self-balancing set of proprietary accounts 
intended to provide information for agency management and the 
other track being the self-balancing set of budgetary accounts […] 
The dual track system is not likely to change in the near future since 
the FASAB’s role specifically excludes budgetary accounting” (Wilson 
et. al., 2007, p. 491, emphasis in original). Budgeting is seen as 
different from other finance functions and “Many agencies still make 
a sharp distinction between budget and finance” (AGA, 2005, p. 18). 
The budget is forward-looking, and the financial statements are 
current or backward-looking. Historical financial information does not 
inform budget decisions. The AGA  (2005, p. 18) asserts, “There is 
little evidence that ... financial results are included or even 
considered when the president’s budget goes up to Congress.” 
The AGA (2006a) finds that performance and financials sections 
of the PARs are not integrated. The AGA argues that financial 
information should influence the budget process and recommends 
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that financial reporting should be realigned to link directly into the 
actual column of the president’s budget. But the AGA recognizes that 
federal managers are more concerned with the budget and do not 
focus on improved financial management.  
LOOKING AHEAD 
Enormous amounts of resources and effort have been expended 
in producing annual financial statements and achieving clean audit 
opinions.  Financial statements remain the top priority of federal 
financial managers. A 2007 survey of federal financial executives 
reported this order of financial management priorities: 
- Obtaining or sustaining an unqualified audit opinion, 
- Maintaining internal controls, 
- Budget formulation and execution, 
- Strategic use of financial information for program decision-
making,
- Implementing or working with an entity-wide financial 
management information system, and 
- Managing cost and performance (AGA, 2007, p. 1). 
Given the earlier-reported preferences of operating managers, the 
researchers wonder if they might list these in reverse order of priority. 
Nevertheless, as long as financial reporting remains a top priority, the 
challenge is to steer such reporting toward activities that add value. 
The GAO (2007, p. 25) urged a reevaluation of the federal financial 
reporting model to address these questions: 
- What kind of information is most relevant and useful for a 
sovereign nation? 
- Do traditional financial statements convey information in a 
transparent manner? 
- What is the role of the balance sheet in the federal government 
reporting model? 
Similarly, the focus and value of audits need to be addressed. A 
GAO (2002) survey asked agencies to identify factors to consider in 
determining the need for financial statement audits.  The top reasons 
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were risks associated with the agency’s operation, and fiduciary 
responsibility, and size—as measured by the amount of liabilities, 
assets, budget authority, revenue and expenses (p. 9). This finding 
hints that perhaps other lower-priority audit concerns are of less 
value in the public sector, especially given the extensive use of 
program auditing in the federal government. 
Hopefulness remains, however. The GAO has a vision of world-
class financial management in the federal government. Among key 
characteristics noted in the GAO’s key concepts of world-class 
financial management are the following: 
- The general ledger system is integrated into business processes 
and is adequate for financial reporting and control. 
- An enterprise-wide system integrates operating, financial, and 
management information. 
- The financial reporting and audit process is a basic management 
and oversight tool. 
- Accountability is part of the organizational culture and goes well 
beyond receiving an unqualified audit opinion (GAO, 2005b, pp. 
36-27). 
These are lofty goals for federal financial management. As this 
report has indicated, there are significant contextual imitations to the 
achievement of this level of financial management. Yet, the GAO 
(2005b) is certainly right when it claims that financial management 
has moved from the backroom to the boardroom. The users of 
financial information are different; the uses to which financial 
information is put can vary, and the value of audited financial 
statements has as much to do with improving financial management 
practices and processes as it does with supporting management and 
policy-making. Ultimately, the goals of accountability and stewardship 
predominate. In the words of the CFO Council vision statement, 
“Agencies assure Congress and the public that assets are being 
safeguarded, financial results are reported accurately and timely, and 
performance is measured accurately” (CFO Council, 2007, p. 6). 
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